
COMMONWEALTH OF KENTUCKY 

BEFORE THE P U B L I C  SERVICE COMMISSION 

I n  t h e  H a t t e r  of: 

0 A D J U S T M E N T  OF R A T E S  O F  E R I - G E K  SEWER 
TREATMENT PLANT UNDER KAR 5:076 1 CASE NO. 
ALTERNATIVE KATE ADJUSTMENT PROCEDURE ) 8 6 4 9  
FOR SHALL UTXLITIES 1 

ORDER 

On September 16, 1 9 8 2 ,  Eri-Gek Sewer  T r e a t m e n t  P l a n t  

( " E r i - G e k " )  f i l e d  an  a p p l i c a t i o n  w i t h  t h e  Commiss ion  t o  i n c r e a s e  

i t s  sewer r a t e s  p u r e u a n t  to 807 KAR 5:076.  T h i e  r e g u l a t i o n  a l -  

love u t i l i t i e s  w i t h  400 or f e w e r  customere or $200,000 or lesr 

gross a n n u a l  revenues to u a e  t h e  a l t e r n a t i v e  filing method  t o  

m i n i m i z e  t h e  n c c e e e i t y  for f o r m a l  h e a t i n g e ,  t o  r e d u c e  f i l i n g  re- 

q u i r e m e n t s ,  and t o  s h o r t e n  t h e  t i m e  b e t w e e n  the a p p l i c e t l o n  and 

t h e  Commleeion's f i n a l  Order. Er i -Gek  r e q u e s t e d  r a t e s  to p r o d u c e  

a n  a n n u a l  I n c r e a s e  of $ 1 5 , 6 7 5 .  

On October 13, 1982, a m o t i o n  to i n t e r v e n e  was filed by 

Garey D. E i g d o n  a n d  H a l f  n o o n  A p a r t m e n t  P a r t n e r s h i p  ("Hal f  

Moon"). T h i s  m o t i o n  w a s  g r a n t e d  by t h e  Cornmiasion. On J a n u a r y  

5 ,  1983,  Half Moon f l l c d  a m o t i o n  for a formal hearing, w h i c h  w a o  

also g r a n t e d  by the Commiss ion .  A h e a r i n g  w a e  neld on F e b r u a r y  

2 2 ,  1 9 8 3 ,  a t  t h e  C o a m i r r i o n ' r  o f f i c e .  I n  Frmnkfort, K e n t u c k y .  A t  

this hearing Eri-Gek s u b m i t t e d  a r e v i s e d  r e q u e s t  d e c r a a e l n g  i t s  

p r o p o s e d  I n c r e a s e  t o  $ 1 0 , 9 2 9 .  A s e c o n d  h e a r i n g  r e g a r d i n g  t h e  re- 

vleed r e q u e s t  w a s  h e l d  o n  H a r c h  1 7 ,  1 9 8 3 .  A t  t h i s  h e a t i n g ,  



Eri-Gek submitted additional revisions to reflect ratee based on 

plant design criteria rather than a flat rate as originally 

proposed. According to Eri-Gek these new rates  would produce 

annual revenues of $50,954, an increase of $10,792 over teet 

period revenues of $40,162. In this O r d e r  the Cornmiasion has 

allowed an increaee of $7,000. 

TEST P E R I O D  

Eri-Gek submitted financial exhibitm for the 12 months 

ending June 30, 1982. Pursuant to 807 KAR 5 : 0 7 6  the most recent 

calendar year's Annual Report on file with the Commission is the 

standard financial test p e r i o d  upon which the Commission bases 

its determination. Rowever, the Commission has accepted the 12 

monthe ending June 30, 1982, as the teat period in this matter 

because the exhibits f i l e d  are in order and are representa t ive  Of 

current operating conditione. 

V A L U A T I O N  METHOD 

Eri-Gek proposed and the Commiesion hae accepted the 

o p e r a t i n g  ratio method as the basis for determining revenue 

requirements In this matter. The Commission ha8 used this method 

in determining revenue requirements for moet eewer utilities 

under ite jurisdiction for the p a s t  eeveral years and f i n d 6  t h e  

r m 8 u l t 8  h 8 v e  been re88onmbls 8nd f a i r  to both utilitiee and 

ratepayere. Therefore, the Commis8ion, a f t e r  con8idaration of 

varioua aethode, will uae the operating ratio method calculated 

a. follow.: 
Operating Expencles + Depreciation 4 T8xcr Operating Ratio - Gross Revenuee 
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REVENUES AND EXPENSES 

E r l - G e k  had n e t  o p e r a t i n g  income  of $ 3 , 1 5 5  f o r  t h e  t e s t  

p e r i o d .  In o r d e r  t o  r e f l e c t  c u r r e n t  o p e r a t i n g  c o n d i t i o n s ,  

E r i -Gek  p r o p o e e d  numerous  a d j u s t m e n t s  t o  e x p e n s e e  r e s u l t i n g  in 

a d j u s t e d  n e t  o p e r a t i n g  i n c o m e  of $ 1 , 9 5 7 .  T h e  a p p r o p r i a t e  l e v e l  

of n e t  o p e r a t i n g  i n c o m e  as d e t e r m i n e d  by t h e  Commiss ion  i e  

$3,233. 

The Commieslon has a c c e p t e d  E r i - G e k ' s  p r o  f o r m a  revenues 

and e x p e n s e s  w i t h  t h e  f o l l o w i n g  a d j u s t m e n t s :  

Excess C a p a c i t y  

In response t o  an i n f o r m a t i o n  r e q u e s t  - '' Er i -Gek  s t a t e d  

t h a t  t h e  c a p a c i t y  of t h e  s y s t e m  i s  2 0 0 , 0 0 0  G a l l o n s  Per Day 

("GPD"). A t  t h e  F e b r u a r y  2 2 ,  1 9 8 3 ,  h e a r i n g  Er i -Gek  p t e e e n t e d  

t e s t i m o n y  t h a t  t h e  p r e s e n t  maximum demand l e v e l  on t h e  a y s t e m  l a  

1 6 5 , 0 0 0  t o  1 7 5 , 0 0 0  GPD. - 2' I n  t e s t i m o n y  p r e s e n t e d  a t  t h e  H a r c h  

1 7 ,  1983, h e a r i n g ,  E r i - C e k  filed a s t a t e m e n t  w h i c h  showed t h a t  

b a s e d  on  t h e  d e s i g n  c r i t e r i a  of t h e  L o u i e v l l l e  a n d  J e f f e r s o n  

C o u n t y  D e p a r t m e n t  o f  P u b l i c  H e a l t h  E r l - G e k ' s  c a p a c i t y  e h o u l d  b e  

1 6 9 , 4 0 0  GPD. B e c a u e e  t h e  amoun t  o v e r  e n d  above t h e  169,400 CPD 

r p r c i f l a d  by t h e  d c r l g n  c r i t e r i a  i m  n o t  p r e s e n t l y  r e q u i r e d ,  and 

i n  f a i t n e e e  to a l l  p a r t i e s  c o n c e r n e d ,  the Commlmmion l a  of  t h e  

o p i n i o n  t h a t  t h e  c o s t s  a s s o c i a t e d  w i t h  t h i s  e x c e e e  c a p a c i t y  

e h o u l d  be s h a r e d  e q u a l l y  by t h e  owners a n d  t h e  r a t c p a y e r e .  

A c c o r d i n g l y ,  t h e  Commlss ion  h a s  r e d u c e d  E r i - G e k ' s  o p e r a t i n g  

e x p e n e e e  by $ 9 0 0 .  - 3 /  
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Rate  C a s e  E x p e n s e  

T h e  l e v e l  of r a t e  case e x p e n s e  i n c u r r e d  h e r e i n  i s  f _ 4 i  i n  

excess of t h e  amount  c o n s i d e r e d  r e a s o n a b l e  by t h i s  Commiss ion  f o r  

a r a t e  case of this c o m p l e x i t y .  T h e  C o m m i s s i o n  w i l l  a c c e p t  t h e  

a c t u a l  c o s t 8  i n c u r r e d  of $ 7 , 1 2 3  a m o r t i z e d  o v e r  3 y e a r 8  b e c a u s e  of 

t h e  number  o f  h e a r i n g s  h e l d  i n  t h i s  c a se  ( a n  a n n u a l  c o s t  o f  

$ 2 , 3 7 4  and a r e d u c t i o n  of E r i - G e k ' s  p r o p o s e d  o p e r a t i n g  e x p e n s e s  

o f  $ 3 7 6 )  b u t  a d v i s e s  E r i - G e k  t h a t  f u t u r e  r a t e  case  e x p e n s e s  

s h o u l d  be k e p t  much b e l o w  t h e  l e v e l  a c c e p t e d  h e r e i n ,  a n d  t h a t  

f a i l u r e  t o  a d h e r e  t o  t h i s  a d v i c e  c o u l d  r e s u l t  i n  t h e  d i s a l l o w a n c e  

of a l a r g e  p o r t i o n  of t h e s e  e x p e n s e s .  

I n t e r e s t  E x p e n s e  

E r i - G e k  p r o p o s e d  t o  i n c r e a s e  e x p e n s e s  by $ 1 , 5 5 8  for 

i n t e r e s t  due o n  a n o t e  payable of  $ 1 7 , 3 1 5  at a 9 p e r c e n t  a n n u a l  

i n t e r e s t  r a t e .  

s t a t e d  t h a t  no n o t e  a n d  n o  i n t e r e s t  t e r m s  e x i s t e d  a n d  t h a t  the 

f u n d s  i n  q u e s t i o n  w e r e  a c t u a l l y  l o a n s  f r o m  t h e  o w n e r s  o f  E r i - G e k ,  

w h i c h  were u s e d  t o  p a y  o n g o i n g  o p e r a t i n g  e x p e n s e s .  Because t h e s e  

I n  r e s p o n s e  t o  a n  i n f o r r n a t l o n  r e q u e s t ,  5' E r i - G e k  

loans f r o m  t h e  o w n e r s  a r e  i n  e f f e c t  e q u i t y  c a p i t a l ,  w h i c h  i s  

c o m p o n r s t e d  through t h e  o p r r a t i n g  f a t l o ,  and mor8c)ver .  b e c a u r e  

t h e  rates g r a n t e d  h e r e i n  s h o u l d  p r o v i d e  e u f  f i c i e n t  r e v e n u e s  t o  

p a y  o n g o i n g  o p e r a t i n g  e x p e n s e s ,  t h e  Commiss ion  h a s  d i s a l l o w e d  

t h i e  a d j u s t m e n t .  

Therefore, E r i - G e k ' e  t e s t  p e r i o d  o p e r a t i o n e  a re  a d j u s t e d  as 

f o l l o w s :  

-4  - 



Eri -Gek P r o p o s e d  A d j u s t a e n t e  A d j u s t e d  

O p e  ra t i n g  R e v e n u e s  $ 4 0 , 1 6 2  $ -0-  S 4 0 , 1 6 2  
O p e r a t i n g  E x p e n s e s  38,205 
Net O p e r a t i n g  Income 1 .957  

(1,276) 3 6 , 9 2 9  
1 .276  3.233 

I n t e r e s t  E x p e n s e  6 , 7 5 5  ( 1 , 5 5 8 )  5 , 1 9 7  
N e t  Income $ ( 4 , 7 9 8 )  $ 2 , 8 3 4  S ( 1 , 9 6 4 )  

REVENUE R E Q U I R E M E N T S  

The Commiss ion  l a  of t h e  o p i n i o n  t h a t  a f a i r ,  j u s t  a n d  rea-  

s o n a b l e  o p e r a t i n g  r a t i o  i s  8 8  p e r c e n t  i n  t h s t  i t  w i l l  p e r m i t  

E r i - C e k  t o  p a y  I t s  operating e x p e n s e e ,  s e r v i c e  i t s  d e b t  snd pto- 

v l d e  a r e a s o n a b l e  r e t u r n  t o  its o w n e r s .  T h e r e f o r e ,  the C o m m l e -  

s l o n  is of t h e  o p i n i o n  t h a t  E r i -Gek  i s  e n t i t l e d  t o  S n c r e a s e  i t s  

r a t e e  t o  p r o d u c e  t o t a l  r e v e n u e s  of $ 4 7 , 1 6 2  - f o r  an i n c r e a a e  i n  

r e v e n u e s  of $ 7 , 0 0 0 ,  

RATE DESIGN 

Er l -Gek p r o p o s e d  t o  r e v l a e  the rate e t r u c t u r e  f r o m  a 2- 

c u s t o m e r  c l a e e i f i c a t i o n  f l a t  r a t e  d e e i g n  to e 7 - c u s t o m e r  c l a s s l -  

f i c a t i o n  f l a t  r a t e  d e s i g n  based upon p l a n t  d e e i g n  c r i t e r i a .  The 

p r e s e n t  rate s t r u c t u r e  neede  t e v l s l o n  b e c a u s e  of t h e  d i f f e r e n t  

t y p e s  of c u s t o m e r s  r e c e i v i c g  s e r v i c e .  However ,  t h e  u o e  o f  p l a n t  

d e e i g n  c r i t e r i a  is n o t  t h e  moet  e q u i t a b l e  m e t h o d  of r e v i s i n g  the 

rate e t r u c t u t e  i n  t h i s  case. While t h e  u s e  of p l a n t  d e e i g n  c t i -  

t e r l a  l e  a v a l i d  a n d  u s e f u l  tool t o  e o t l m e t e  t h e  p r o j e c t e d  u s a g e  

b y  t y p i c a l  c u m t o m r r o  when d t m l g n i n g  a t r c a t o e n t  p l a n t ,  i t  18 a t  

b e s t  an e s t i m a t e  a n d  s h o u l d  be r e l i e d  upon when a c t u a l  ueage 

recorda are n o t  a v a i l a b l e .  A c t u a l  usage r e c o r d a  a r e  a v a i l a b l e  

for the v a r i o u s  a d d r e s s e s  s e r v e d  by Eri-Gek.2’ T h e r e f o r e ,  the 

7-cus tomer  c l a s s i f i c a t i o n  f l a t  r a t e  d e a i g n  r a t e  s t r u c t u r e  i n  

Append ix  A i r  based upon a c t u a l  usage r e c o r d a  i n  c o n j u n c t i o n  w i t h  
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t h e  p l a n t  d e s i g n  c r i t e r i a  s u b m i t t e d .  T h e  emal l  c o a a e r c i a l ,  YMCA 

a n d  r e s i d e n t l a l  r a t e s  a r e  b a a e d  e n t i r e l y  o n  a c t u a l  usage w h i l e  

t h e  1,  2 ,  a n d  3 bedroom a p a r t m e n t ,  condomin ium,  l a u n d r y  facility 

a n d  swi- ing  pool ra te8  a re  based o n  t h e  t o t a l  a c t u a l  usage by 

these c u s t o m e r s  p r o r a t e d  among t h e  v a r i o u s  c l a e s i f i c e t l o n s  of  

c u 6 t o l ~ e t s  u s i n g  p l a n t  d e s i g n  c r i t e r i a .  

SUHHARY 

The Commission, a f t e r  c o n s i d e r a t i o n  o f  t h e  e v i d e n c e  o f  

record a n d  b e i n g  a d v i s e d ,  I s  of t h e  o p l n i o n  a n d  f i n d 8  t h a t :  

1. T h e  r a t e s  p r o p o s e d  b y  E r l - G e k  are u n f a i r ,  u n j u e t  a n d  

u n r e a s o n a b l e  i n  t h a t  they  vould p r o d u c e  r e v e n u e s  i n  e x c e s s  of 

t h o e e  f o u n d  r e a s o n a b l e  h e r e i n  a n d  s h o u l d  b e  d e n i e d .  

2 .  T h e  r a t e s  in A p p e n d i x  A a re  t h e  f a i r ,  j u s t  a n d  

r e a s o n a b l e  r a t e s  t o  c h a r g e  f o r  sewage s e r v l c e  r e n d e r e d  by Eri-Celt 

i n  t h a t  t h e y  w i l l  p e r m i t  Erl-Gek t o  m e e t  i t e  o p e r a t i n g  e x p e n e e e  

and p r o v i d e  a r e a s o n a b l e  r e t u r n  t o  i t s  ownera. 

I T  I S  THEREFORE O R D E R E D  t h a t  t h e  r a t e s  p r o p o s e d  by ErI-Gek 

be a n d  t h e y  h e r e b y  a r e  d e n i e d .  

IT I S  F U R T H E R  O R D E R E D  t h a t  t h e  r a t e s  I n  A p p e n d i x  A a r e  t h e  

fair. j u s t  and r e a s o n a b l e  r a t e s  f o r  Er i -Gek Sewer  T r e a t m e n t  P l a n t  

t o  c h r r g 8  for mcwage r e r v i c c  and a r e  h e r e b y  a p p r o v e d  f o r  s e r v i c e  

rcndtrtd on a n d  a f t e r  t h e  d a t e  of t h i 8  O r d e r .  

I T  I S  F U R T H E R  O R D E R E D  t h a t  Er i -Gek s h a l l  f i l e  v i t h  t h l r  

Commi6sIon u i t h l n  30 d a y e  O E  t h e  d a t e  of t h i s  O r d e r  i t s  t a r i f f  

e h e e t e  e e t t l n g  forth t h e  rates approved h e r e i n .  
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Done a t  F r a n k f o r t ,  Kentucky, t h i s  23rd day of  H a y ,  1 9 8 3 .  

PUBLIC SERVICE COMMISSION 

I A 

kd&* 
Commissioner 

ATTEST : 

- 
Secretary 



FOOTNOTES 

- 1/  Reeponee  f i l e d  1 1 / 1 0 / 8 2 ,  item 5 .  

- 2 /  Testimony of A l b e r t  A l t i e r i ,  February 2 2 ,  1983,  page 5 1 .  

- 3 /  
DeDreei a t  i on 

Book Amount Excess  Capacity* Adjuatment 
$ 6 . 0 7 1  . 0 7 6 5  $464 

Prbperty  T a x e s  504 . 0 7 6 5  3 9  
I n t e r e a t  5 , 1 9 7  

$ 1 1 , 7 7 2  
, 0 7 6 5  397 

$900 

* 2 0 0 , 0 0 0  GPD - 169,400 GPD 3 0 , 6 0 0  CPD t 200,000 G P D  - 
. 153  2 - . 0765 .  

4/ Response  f i l e d  1 1 / 1 0 / 8 2 ,  i tem 8. 

S /  $36,929 (Operating E x p e n s e s )  'L - 8 8  $ 4 1 , 9 6 5  + 5 , 1 9 7  

- 
- 

(Interest E x p e n s e )  $ 4 7 , 1 6 2 -  

6 /  Response filed 1 2 / 1 / 8 2 ,  Exhibit VI. - 
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A P P E N D I X  A 

APPENDIX T O  AN O R D E R  OF THE K E N T U C K Y  P U B L I C  S E R V I C E  
C O W M I S S I O N  I N  C A S E  N O .  8 6 4 9  D A T E D  l?AY 23 ,  1983 

The f o l l o w i n g  ra tes  are  p r e s c r i b e d  f o r  a l l  cuetomere s e r v e d  

by Eri-Gek Sewer Treatment P l a n t .  A l l  o t h e r  r a t e s  and c h a r g e s  

n o t  s p e c i f i c a l l y  mentioned h e r e i n  s h a l l  remain t h e  same a s  t h o s e  

in e f f e c t  pr ior  t o  the  d a t e  of this Order. 

C L A S S I P I C A T  LON: MONTHLY RAT E 

I Bedroom A p a r t m e n t s  $ 5 . 3 5  

2 Bedroom Apartments 7 . 5 0  

3 Bedroom Apartaente ,  a l l  
Condominiums and S i n g l e  
F8mIlp R e e l d e n t a l  

S m a l l  Commercial 

Laundry Facilltiee 

YMCA 

Svirming Poole  

9 . 2 0  

2 8 . 0 0  

28.00  

200.00 

2 5 . 0 0  


